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whose  roots  date  from  the  18  th  century.  German  banks  play  a  particularly  important  role  in  the  economy  and  exert more 
control over firms and corporations than do their American counterparts. German banks tend to be less profitable than foreign 
counterparts. German public banks were originally  founded  to  foster  local  and  regional business. However,  the operations of 
German public sector banks now extend into all  forms of  international  investment. German public banks are currently seeking 
new business models to increase profits as they are being forced to compete in the global financial market under liberal market 
practices dictated by the European Union. Turbulence in the global financial market precipitated by the U.S. sub‐prime mortgage 
meltdown  has  severely  impacted  German  public  sector  banks,  precipitating  a  banking  crisis  that  leaves  German  taxpayers 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Preface  
    
 The increasing pressure of globalization on domestic economies has given rise to 
theories of economic convergence based on liberal market financial practices. Since the 
United States and its allies first approached global financial markets under the practices 
of Breton Woods, the die was cast toward a convergence of economic policies. Beginning 
with the establishment of the European Coal and Steel Community in 1951, which later 
evolved into the European Union, Europe has also pressed for increased free trade. Two 
main foundations, or models, of economic policy formed within the Western capitalist 
system. The first economic foundation, or model, is the liberal free market model defined 
by open markets and unguided prices. These markets are exemplified by the American 
and British models and are characterized by an emphasis on capital markets. The second 
economic model is the “coordinated” or “communitarian” model that is characterized by 
higher levels of bank participation in firms and more domestically oriented financial 
policies. Germany follows this model of a coordinated market economy, particularly as it 
relates to its banking system. Today, Germany finds itself at a crossroads in economic 
policy. As global pressures knock at the door of the German market, what are the needs 
and possibilities for German economic readjustment?  
The German economic system is sometimes referred to as brittle or ailing. 
However, the German system has adapted in the past to the changes and pressures 
presented by the international economy. The German economy recently absorbed some 
serious blows stemming from the U.S. sub-prime mortgage meltdown that cracked the 
foundations of its three pillar banking structure. The resulting financial crisis caused the 
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insolvency of several publically controlled state “landebanks” (ländesbanken) and a 
cooperative bank. These threats to German banks have resulted in increased calls to 
reform the German banking system. However, the question as to how much Germany 
stands to gain or lose by reforming its financial and banking system is complex.  
I have employed a multi-level institutionalist approach in attempting to 
understand the many structural and institutional problems currently facing the German 
financial system.  This approach includes some assessment of the German domestic 
socio-economic environment in which the German banks operate, as well as the evolving 
European socio-economic environment, and the international (or global) economic 
environment. The global financial environment is increasingly affecting all components 
of the German financial system, despite the regional or at least national focus that much 
of the German banking system has historically maintained.  
The German financial system is based on a multi-tiered banking structure, 
referred to as a three pillared banking system or structure. In order to assess Germany’s 
place within the international financial system and to allow for an understanding based on 
a comparison to other national financial systems, it is necessary to describe the 
components of the German three pillared banking system. An understanding of the likely 
evolution and future direction of German banking is enhanced by an historical 
understanding of how this system evolved, along with some relevant examples of this 
process and an explanation of the banking structure itself. Recent stresses on the German 
banking system created by the presently evolving international financial crisis 
precipitated by the U.S. sub-prime mortgage investment bubble will be examined for 
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insight into how the German banking system is faring under this latest strain, which was 
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